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1. Estimate the regression with OLS.
2. Regress
In(e*) =In(c*)+hIn(X.)+<

3. Divide every variable by:
h

di . Xiﬁ - XiE
4. Apply OLS to the transformed data.
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To proceed to generalized least squares estimation we need the exponential of the predictions
from this equation, &; =exp(&, + &, In(JNCOME,)) or their square roots &, . It is instructive to

consider two ways of computing them. The first 15 using the commands

series sigZzhat = expic(1) + ¢c{2)*log(income))
saries sighat = @sqrit{sigZhat)

‘LS & TELS options

| Heteroskedasticity consistent
— coefficient covariance

~ White
Newey-West

Weighted LS/TSLS
(not available with ARMA)

Weight:  1/sighat




=] Equation: UNTITLED Workfile: FOOD::Food\, -0 Xx
View | Proc | Object | | Print | Mame | Freeze | | Estimate | Forecast | Stats | Resids
obs Actual | Fitted | Residual Residual Plot
1 353957 397891 -0.43034 | | ~
2 4.09375 438351 -0.28976 ! 1 I
3 5.06291 456709 0.49533 | | <
4 | 680374 512285 168089 | > Y=EY|X)+U; =Y +e;
5 £.32928 6.81522 -0.48594 | |
B 6.66318 6.90859 -0.24541 l CE l
7 7.32902 711783 021119 | |
8 205197 7.20792 -415595 < |
g 8.05471 7.29466 0.76005 i l
10 | 8.41022 7.45191 0.95831 l } l
11 | 759337 758449 0.00888 | |
12 | 6.39664 7.64021 -1.24357 I o<( I
13 | 957657 T7.66109 1.91548 I [
14 | 461509 7.72515 -3.11006 |
15 | 6.31101 7.74027 -1.42926 | 2 2
16 | 7.08266 7.77145 -068879 ! ! e; = E(e |xi) + v;
17 | 850026 7.77269 0.73657 l l
18 | 9.44177 7.80100 1.64077 |
19 | 882960 7.82291 1.00669 | | 2 2
20 | 937103 7.90740 1.46362 l l e = o; + v:
21 | 953124 7.93066 1.60058 ! l l l
22 | 955922 795369 1.60553 |
23 | 404357 795827 -3.01470 | ) ]
24 888627 7.96512 0.92115 G=:-Fi‘—: | Actual Fitted Residual
25 | 936543 807860 1.28683 | \X | v
%6 | SuLERY leREes !




In(e?) =In(c?)+hin(X )+ ¢

In(ei?)
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In(oi?)
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Vi = lTl(O'Z)

=] Equation: UNTITLED/ Workfile: FQC{D::FU«Dd‘t,

[

MeSaw | Proc | Object | | Print Nlme Freeze Eﬁ:imate Forecast | 5tats | Resids

obs | Actual | Fitted | Residual Residual Plot
1 253957 397891 -043934 I I
2 409375 438351 -0.28976 ' 1 '
3 5.06291 456709 049583 I I
4 6.80374 512285 1.68089 I

5 6.32928 6.81522 -043594 I I
B 6.66318 6.90859 -0.24541 I Qg I
7 ¥.32902  TA1783 021119 I I
8 308197 720792 -415595 < I
g9 8.084V1  V.29466 0.VB6005 I I
10 841022  T.45191 095831 I } I
11 7.59337 758449 000888 I I
12 6.309664  7.64021 -1.24357 Io<( I
13 9.5765Y  V.BE109 191548 ' ::“—ﬂ@'
14 461509 V72515 -311006 I
15 6.31101 774027 -1.42926 I
16 7.08266 7.77145 -0.63379 I I
17 8.50926 V.77269 0D.V3657 I I
18 Q44177 T.B0100  1.64077 I

19 8.82960 7.B2291 1.00669 I I
20 937103 7.90740 146362 I I
21 953124 793066 1.60058 I

22 956922 7.95369 1.60553 I

23 404357  7.95B27 -2.01470 I
24 8.88627 V.96512 0892115 kﬂl\i I
25 936543 B.07BG0 1.2B683 I \Xl

~op | T .- .o- oot

)

Y=EY|X)+U;=Y +e;

ef = E(e%|x)) + v;

2 _ 2
ei—ai+vi

Actual Fitted Residual



Forecast . siws (b ) Olee (i)

Sigma
Forecast x

Forecast equation
EQO2

Series to forecast

@ E1 () LOG(E1"2)
Series names Method
Forecast name: | sigma Static forecast

(no dynamics in equation)
5.E. (optional):
Structural (ignore ARMA)

Coef uncertainty in 5.E. calc

Forecast sample Output
140 Forecast graph
Forecast evaluation

Insert actuals for out-of-sample observations

Ok Cancel




Equation Estimation

Spedfication | Options

Coeffident covariance matrix

Estimation default W

d.f. Adjustment

Weights

Type:  Inverse std, dev, W
Weight :

geries: | 1/sigma

Scaling: |EViews default W




(=) Equation: EQD1 Workfile: FOOD:Food\ - O

View | Proc| Object | | Print | Name | Freeze | | Estimate | Forecast | S5tats | Resids

Heteroskedasticity Test: White

F-statistic 0.509466 Prob. F(3,36) 0.6783
Obs*R-squared 1.629057  Prob. Chi-Square(3) 0.6528
Scaled explained 55 0.830585 FProb. Chi-Square(3) 0.3421

Heteroskedasticity Test: Breusch-Pagan-Godfrey

F-statistic 1.108747  Prob. F(1,38) 0.2990
Obs*H-squared 1134014  Prob. Chi-3quare(1) 0.2869
Scaled explained 55 0578184 Prob. Chi-3quare(1) 0.4470
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